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Investors Compensation Scheme Funding 



Introduction 

1. SIB issued, towards the end of last year, a Discussion Paper 1 on the funding of the Investors' 
Compensation Scheme (ICS). In that paper, SIB highlighted the issues relating to the funding of the 
Scheme which had proved to be a particular source of difficulty over recent years, set out its 
provisional views on those issues and invited comments. (A separate paper 2 was issued in 
December last year on proposed amendments to the ICS Rules, aimed at ensuring that the rules 
continue to deliver fair compensation in an efficient and prompt manner.) 

2. As foreshadowed in the Discussion Paper, the purpose of this paper is to outline firm proposals 
(together with draft rules) for some fundamental changes to the way in which the financing of the 
Scheme is organised. These proposals have been formulated in the light of the comments which SIB 
has received and are aimed at addressing the problems identified in the current arrangements in a 
way that is demonstrably fair both to investors and to those who pay for compensation. They take 
account of - and make provision for - the expected coming into existence of the Personal 
Investment Authority (PIA) as a new Self Regulatory Organisation (SRO) for the retail sector in 
place of FIMBRA and LAUTRO. SIB has now indicated that it is minded to recognise PIA and has 
applied to the Treasury for leave for that purpose. They also include a proposal for a minor 
amendment to the FIMBRA levy allocation basis which will apply to levies in respect of the current 
(1993-4) Scheme year. 

3. Comments on all the proposals contained in this paper are invited by 25 March 1994 and should 
be sent to Clare Boyle in SIB's Policy and Legal Affairs Division. 

Background 

4. The Investors' Compensation Scheme (ICS) was set up by SIB in accordance with s.54 of the 
Financial Services Act (FSA). Its purpose is to provide compensation for investors where persons 
who are (or have been) authorised persons - either through membership of an SRO or direct 
regulation by SIB - are unable, or likely to be unable, to satisfy claims in respect of any description 
of civil liability incurred by them in connection with their investment business. The payment of 
compensation is administered by the ICS Board in accordance with rules set by SIB and 
compensation is financed by SRO members and by firms regulated directly by SIB (ICS 
participants). 

5. The Scheme currently has a potential maximum annual liability of £100m and is funded by 
retrospective levy on ICS participants. Since a review of ICS in 1989/90, there have been fixed 
limits (or thresholds) on the amount which each constituency is obliged to contribute towards the 
funding of ICS in any one year. (These - together with the other main characteristics of the current 
scheme - are given in Annex A.) Costs in excess of these limits are borne by a levy on participating 
firms in all SROs and SIBRO in proportion to their respective thresholds - a system known as 
'cross-contribution'. 

6. In its earlier Discussion Paper, SIB noted that the funding arrangements of ICS had become subject 
to significant pressures. The most pressing of these were the concerns of some SRO members 



1 Financing Investors Compensation (October 1993). 

2 Consultative Paper 76: Proposed Changes to the rules governing the Investors Compensation Scheme 
(December 1993). 
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(primarily but not wholly in the SFA) about their exposure to cross-contribution and concern about 
the scale of FI M BRA's exposure to compensation. Questions had also been raised about whether a 
single industry-wide scheme was the most appropriate mechanism for the delivery of 
compensation and there was a desire on the part of the SROs for greater flexibility and freedom in 
determining how their members' liabilities should be financed. 

7. Against this background, the Discussion Paper sought to address the following key issues: 

• the present system of cross-contribution between SROs and what should replace it; 

• the treatment of SIBRO firms (for so long as SIBRO remains engaged in direct regulation); 

• whether there should be separate funds or separate schemes for individual SROs; 

• if a single scheme remained the preferred option, the basis of allocation of the management 
costs of ICS; and 

• possible new arrangements for financing SRO members' liabilities. 

8. SIB's provisional views on these matters were set out in paragraph 22 of the Discussion Paper. 
These were as follows: 

• there should be separate contribution arrangements for individual SROs, with caps set at 
£100m for each of SFA, IMRO and PIA; 

• 'SIBRO' firms (for as long as SIBRO exists) should be treated as belonging to the relevant SRO 
for compensation purposes; 

• compensation should either continue to be delivered by a single organisation, as now, or by 
separate SRO-based schemes; 

• if it was decided to continue with a single management organisation, the basis on which the 
management costs of ICS are allocated should be moved to an activity-related basis; and 

• SROs should be encouraged to explore new arrangements for financing their members' 
liabilities. 

9. Comments on each of these provisional proposals were invited and SIB is grateful to all those who 
wrote to express their views. Over 50 responses were received and SIB has given very careful 
consideration to all of the views expressed. The rest of this paper sets out the conclusions which 
SIB has reached in the light of the comments received. 

Cross-contribution 

10. There was unanimous support for the proposed ending of cross-contribution and SIB accordingly 
proposes to set up separate contribution arrangements for individual SROs, with no cross 
contribution between them. However, an important aspect of the abolition of cross-contribution is 
the need to determine the size of the caps for each individual SRO and there was some concern 
about SIB's proposal that there should be caps of £100m for each of SFA, IMRO and PIA (if 
recognised). SIB has, therefore, given further consideration to this issue. 

11. As previously noted, it may be that, in the longer term, compensation in the UK should be 
provided on an uncapped basis. There is a precedent in the US (SIPC), where the overall amount 
of compensation available in any one year is uncapped, although it should also be mentioned that 
the US fund currently has reserves of some $ 3 A bn. (Developments on the proposed Investor 
Compensation Directive will be of relevance here.) However, for the present, SIB accepts that, in 
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the interest of providing SROs and their members with some degree of certainty about their overall 
exposure, caps on annual liabilities are desirable. There are, as the Discussion Paper explained, 
basically two ways of setting caps - either by making a broad brush assessment or by attempting to 
construct an empirical assessment of each SRO's cap, in terms of the predicted volume of 
compensatable business combined with risk analysis. SIB remains doubtful about the potential 
benefits to be gained from the increased degree of precision of the latter option over the Troad 
brush' approach. The key factor in determining such caps must, in SIB's view, be that the caps 
should deliver adequate investor protection whilst not placing an intolerable financial burden on 
authorised firms who have to pay for compensation. 

12. Whilst the default experience of individual SROs is clearly a relevant factor, a cap needs to be 
capable of withstanding a substantial number of defaults in a particular constituency in a single 
year and it should also provide sufficient headroom to avoid the need for frequent reviews. SIB 
recognises that the £100m currently available annually under the Scheme as a whole would be 
available in respect of a single constituency only if there were to be no defaults in any of the other 
constituencies. However, SIB continues to believe that it would be unacceptable, from an investor 
protection point of view, if the amount of compensation provided by an individual SRO were to be 
less than the amount 'in principle' available now. On the other hand, SIB is mindful of the need to 
avoid placing intolerably heavy burdens on the industry in terms of the cost of funding 
compensation and has given very careful thought to this particular dimension. 

13. SIB believes that the solution to this dilemma lies in the financing arrangements of the Scheme. The 
fact that an SRO has a cap of £100m does not necessarily mean that it has to levy the full £100m on 
its membership in any one year. It would be open to an SRO, if it wished, to avoid having to do 
this by borrowing on its own credit. This would enable the SRO to limit its members' exposure to a 
level which it regarded as acceptable, with the rest of their annual liability being carried forward 
into the following year and funded in the meantime by means of a loan facility arranged by the 
SRO. Such an arrangement would make it possible for the effect of a heavy year of defaults to be 
smoothed across more than one year, although ICS would still receive the required sum at the 
relevant time. 

14. This would seem to offer an acceptable means of achieving SIB's twin objectives of securing what it 
regards as an adequate level of investor protection without placing an unfair burden on the 
industry. SIB, therefore, intends to implement the original proposal of £100m caps for each of SFA, 
IMRO and PI A but to enable SROs, if they wish, to put in place banking arrangements which will 
enable their members' exposure to levy in any one year to be effectively capped at a lower level. 
The implications of this - and the rules changes necessary to achieve it - are considered in more 
detail at paragraphs 34 to 43 below. 

Treatment of 'SIBRO' firms 

15. The ending of cross-contribution also raises the question of how SIBRO firms should be treated. SIB 
last year indicated its preference that direct regulation should be available only as a truly last resort 
option and, against this background, the Discussion Paper proposed that, instead of remaining a 
separate constituency with its own cap, SIBRO firms should be treated, for compensation purposes, 
as belonging to the relevant SRO. 

16. This was the only other proposal in the Discussion Paper which aroused significant comment. 
Insofar as concern was expressed about this proposal, it related to: the inappropriateness of 
breaking the link between compensation and regulation; the requirement in s54(3) that so far as 
practicable an SRO's contribution to ICS should reflect claims experience in its own constituency 
and the practicalities of identifying the appropriate SRO. 

17. However, SIB did not find these arguments persuasive and remains convinced that the original 
proposal is the most appropriate way forward. Far from breaking the link between compensation 
and regulation, SIB sees the proposed approach as emphasising the value of community of interest 
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as between investment firms in the three eventual groups (SFA, IMRO and PIA) in strong effective 
regulation. SIB is satisfied that this option is in principle consistent with the provisions of s54 of the 
FSA. With the one exception of service companies (for which there is no alternative SRO), SIB 
anticipates no difficulties in identifying the relevant alternative SRO. 

18. SIB therefore proposes to proceed with the original proposal that SIBRO firms be treated as if they 
were members of the relevant SRO for compensation purposes - with the exception of service 
companies (which will cease to be part of the Scheme). The rules will make clear which SRO is to 
be regarded as the relevant SRO for compensation purposes in any given circumstances. Apart 
from SIBRO members who are applicants for membership of a SRO, who will be treated as 
belonging to that SRO's group, the presumption is that the relevant SRO will be PIA (if recognised) 
unless a firm is predominantly engaged in dealing (in which case, it will be SFA) or managing (in 
which case, it will be IMRO). 

Separate SRO funds or separate schemes? 

19. The decision to end cross-contribution raises questions about how the actual delivery of 
compensation should be organised. In its earlier Discussion Paper, SIB noted that this could be 
done either by moving within the framework of a single scheme, to separate funds for SROs (ie 
each with its own £100m cap, but the same rules and common administration) or by moving to 
entirely separate SRO schemes (allowing for separate rules and separate administration). SIB 
indicated, in that paper, that the arguments were finely balanced and invited comments on the 
relative merits of the two options. 

20. There was, in fact, very little support for the idea of entirely separate SRO schemes, each with their 
own administration. The vast majority of respondents favoured continuing to have compensation 
delivered by a common administration (ie by a single scheme, as now) largely on consistency and 
efficiency grounds but also because of a reluctance to lose the experience already gained by the 
present Scheme. SIB accordingly proposes to proceed on the basis of a unitary scheme, 
administered by ICS, but with separate SRO funds. 

Management costs 

21. As noted at paragraph 8 above, SIB indicated in the Discussion Paper that if it was decided to 
continue with a single management organisation for the compensation scheme, it proposed to 
review the basis on which the management costs (ie the administrative costs of running ICS which 
are not directly attributable to a particular default) were allocated with the aim of moving to a 
more activity-related basis. 

22. In the Discussion Paper, SIB suggested that the items which made up management costs fell into 
two main categories - fixed costs (including such items as accommodation, directors' emoluments 
and travel expenses, training and facility fees etc) and variable costs (covering items such as staff 
costs, staff travel and subsistence, printing, photocopying, press and publicity, systems support 
and professional fees etc). SIB therefore proposed that management costs should be divided into 
fixed costs and variable costs, with a different formula determining how each of these was to be 
allocated between the different SRO constituencies. 

23. SIB suggested that fixed costs should continue to be allocated to the SROs on the basis of the 
percentages derived from their current cross-contribution thresholds (which are based on estimates 
of their gross revenue from regulated business, adjusted for non-compensa table business). 
However, it was proposed that variable costs should be allocated on the basis of an index which 
would take account, on a 3-year rolling basis, of two factors - the number of defaults occurring in 
each constituency and the number of claims relating to each constituency handled by the Scheme in 
that 3-year period. (Each of these would be expressed as a percentage and averaged to give the 
relevant proportions.) This would mean that the percentage of management costs borne by each 
constituency would vary from year to year, instead of being fixed as at present. 
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24. There was widespread support for the proposal that the allocation of the variable management costs 
should be moved to an activity-related basis. However, a number of respondents suggested that 
this method should be extended to fixed costs as well. We have, therefore, looked again at the 
allocation of fixed management costs to ascertain whether they could be treated in the same way as 
variable costs. 

25. We have concluded, after careful consideration, that there are certain costs which, cannot, in 
fairness, be treated as variable costs since they represent the basic cost of having a scheme - ie they 
would be incurred irrespective of the number of defaults declared or claims received. However, we 
believe, on reflection, that these fixed costs could be much more narrowly defined to represent the 
bare minimum costs of operating the Scheme. The result of this would be that almost all of the 
management costs would be treated as variable costs and allocated on an activity- related basis. 

26. SIB therefore proposes that the first £300,000 of management costs be treated as fixed costs' 

(defined in the rules as 'base costs'). This appears to SIB to be an appropriate figure for the Scheme 
year 1994-95, but may be updated as necessary in future years either to increase or decrease the 
figure. It might, for instance, be reduced if, in the future, as seems at least possible, the SROs were 
to decide to enter into formal arrangements acceptable to ICS to keep the Scheme in credit and thus 
to save ICS the cost of a centralised loan facility. 

27. We have also given further thought to the basis on which the fixed costs element of management 
costs should be allocated, in view of concerns expressed about the fairness of continuing to use the 
percentages derived from SROs' current thresholds. We believe that it would be more logical - 
bearing in mind that the fixed costs element would be substantially reduced by the above proposal 
- to divide these costs equally between the SROs, with PIA (if recognised) bearing LAUTRO's and 
FIMBRA's share of the Scheme's fixed, management costs in 1994-95 (ie 50%) and 33% in 
subsequent years. 

28. In summary, SIB proposes that the first £300,000 of management costs be treated as fixed costs and 
that these should be divided equally between the SROs. SIB proposes that the variable costs element 
(ie the remainder) should be allocated pursuant to the rules on an experience-related basis 
according to a 3-year rolling index, as originally proposed. 

Methods of financing SRO members' liabilities 

29. SIB also noted, in the Discussion Paper, that a move to separate SRO funds or schemes would 
create an environment in which a range of possibilities for financing ICS liabilities might become 
appropriate. The proposal that individual SRO funds or schemes should be funded by whatever 
combination of pre-funding, insurance (if available), transaction or product levies or other means 
each SRO determined after consultation with its members met with general approval, although 
there was a variety of views on the relative merits of the different options available. SIB remains 
ready to discuss with each of the SROs in the coming months any such new arrangements for 
financing their members' liabilities which they may wish to make and which would involve 
changes to the ICS rules and, in doing so, will be mindful of the general comments received on the 
possible options available. 

30. In the shorter term, however, SIB considers that there is scope for making some significant changes 
to the mechanics of the levy arrangements which will increase the degree of flexibility and control 
that SROs have over the way in which their members fund payments of compensation. 

Current arrangements 

31. At present, ICS relies on levies in respect of the previous year's defaults and on banking loans to 
manage its cash flow. ICS pays compensation out of the account of the relevant contribution group 
(ie SRO) and draws down borrowings from its £55m loan facility as necessary to fund these 
compensation payments. ICS can make a charge on account or levy any contribution group on an 
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interim basis. The SRO concerned can, however, pay money into the levy account to reduce future 
indebtedness only with ICS' agreement. 

32. At the end of a Scheme year, ICS adds in for each group estimates for relevant defaults in the year 
(1 April - 31 March) and combines the balance on the levy account with charges made by it on 
account. If the result is negative, the normal consequence is a levy, by 31 May in the next Scheme 
year, unless the account is cleared or reduced within a month, in which case, the amount to be 
levied by ICS is cleared or reduced accordingly. If the amount remaining to be levied is less than 
£100,000, it can be carried forward. Otherwise, the levy must be made, and full recovery must be 
aimed for, although ICS can decide to levy a lesser amount if it has good reason for doing so (eg 
where it considers the estimates unusually imprecise). 

33. Each SRO is constituted as the body administering the levy procedure in relation to its members. 
Where there is a levy, SROs carry out the distribution of liability in accordance with the table in the 
ICS rules (Annex 2) which sets out how the levy should be allocated as between the members of 
each SRO. They receive the contributions and pay them over to ICS. They can sue their members 
for any sums unpaid, but these are liabilities owed to the Scheme and ICS can act as the levy 
authority in place of an SRO either generally or in relation to any particular firm. 

A new approach 

34. The structural changes proposed elsewhere in this paper - ie the abolition of cross-contribution and 
the creation of three separate funds, each administered by ICS and each capped at £100m - together 
with the prospective recognition of a new SRO for the retail sector, make it appropriate to 
reconsider whether the current arrangements capitalise to the full on the new environment which 
they will create. 

35. It is anticipated that the proposed structural changes will result in the emergence of three large and 
well-balanced SROs whose members will have a broad and solid financial base and the ending of 
cross-contribution will mean that an SROs compensation liabilities will be limited to those arising 
only in its own constituency. In these circumstances, it seems appropriate and logical for SIB to 
seek to give SROs increased control and responsibility for looking after their own arrangements for 
financing these liabilities. SIB therefore proposes to make changes to the current arrangements in 
order to facilitate, to the greatest possible extent, the ability of an SRO to choose when and how to 
supply payments - or cause them to be supplied - to ICS, subject to ICS' ability to decide the timing 
of a levy. 

36. One of the key changes which SIB - with the agreement of the SROs - is proposing to make in order 
to achieve this objective concerns the relationship between the SROs and ICS. As noted above, 
under the present arrangements, SROs are given the status of administrators of the Scheme for the 
purpose of the levy procedure only. In other respects, they act as the agents of ICS and it is the 
SRO members, rather than the SRO, which owe the liability to the Scheme. SIB, however, believes 
that there are significant advantages to be gained from constituting the SROs as the bodies 
administering the contribution side of the Scheme in relation to their members (see paragraphs 38 
to 43 below). 

37. SIB therefore proposes to change the rules so that the SROs will be constituted as the 
administrators of the Scheme for the purposes of raising the amount required - whether by levy or 
otherwise - from their members. The initial liability to pay ICS will thus fall on the individual SRO, 
but ICS will retain a right over the SRCX s members in the event of a failure by the SRO to pay or 
collect and pay over the sums due to ICS. This is essential if ICS's own ability to borrow to fund its 
cash flow pending receipt of payments is not to be impaired in any way by changes to the current 
arrangements. At the same time, SIB proposes to amend the definition of levy authority to reflect 
the changes proposed. 
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Ability to defer payment by members 

38. One significant advantage of this new approach is the freedom which it would give SROs to limit 
their members' exposure to compensation levies in any one year and to spread the cost of a heavy 
year over more than one year so that members would not have to bear an unduly heavy burden. 
This is seen as particularly important in view of the fact that the overall annual capacity of the 
Scheme will be increased from the £100m available under the present arrangements to £300m (as a 
result of the £10Gm caps for each of SFA, IMRO and PIA, if recognised). (Until PIA is recognised, of 
course, the theoretical maximum is £251 m - see paragraph 50 below.) 

39. SROs would be able, if they wished, to limit the amount which they levied on their members in any 
one year by borrowing on their own credit to fund the shortfall as far as ICS was concerned in the 
meantime. The balance could then be carried forward into the following year. PIA has already 
indicated in its recently published prospectus that it will seek to limit levies on its members to 
£50m in any one year by this means (or by the obtaining of insurance) and SIB anticipates that 
other SROs might also wish to follow suit. SROs would, however, have to arrange - and pay for - 
their own borrowing facilities. The SROs and ICS agree that ICS' own borrowing facilities should 
not be available for this purpose. These are intended - and arranged - to fund ICS' operations and 
payments to investors pending receipt of levy contributions and the aim would continue to be for 
ICS' books to balance as against the SROs year by year. 

40. SIB, therefore, proposes to make the necessary changes to the current rules to enable an SRO to 
defer - at least, in part - its members' obligation to pay for compensation liabilities by means of 
borrowing. In doing this, care will be taken to ensure that ICS' ability to obtain payments to reduce 
its borrowings and to balance its books is maintained and, if possible, enhanced, and to safeguard 
ICS's own borrowing arrangements. Discussions with the various sources of credit will obviously 
reflect this need. 

41. A number of consequential changes to the current rules will be needed in order to make this work. 
The current limitation on the SROs' powers in the rules to cases where there is a formal levy does 
not fit well with the situation envisaged above where an SRO may decide not to levy its members 
for the entirety of its liabilities but to defer levying its members for the balance until the following 
year. Appropriate changes to the rules are proposed to cater for this point. SIB also proposes to 
amend Rule 9(2) in Annex 2 which requires the Management Company (ICS) to make a levy where 
the balance outstanding exceeds the greater of £100,000 and two per cent of the limit applying to an 
SRO's contribution towards compensation costs. It is proposed that this should be replaced by a 
rule which would instead require a levy to be raised where the amount outstanding exceeds 
£500,000. ICS would, however, be able to decide not to levy, or to levy for a lesser amount, if it 
believed there was good reason to do so. 

42. SIB also proposes to change the current arrangements to enable an SRO to pay into the levy 
account, or keep it in credit, if it wishes to do so - something which an SRO can currently do only if 
ICS decides to call for an amount on account. This, in turn, will require each SRO to have a clear 
entitlement in its own rules to ensure that it can charge its members with amounts due as a result 
of that process, since these would not be the subject of a formal levy. Similarly, SROs will need to 
be entitled under their own arrangements to charge their members in relation to amounts paid 
after a levy is made in order to reduce or eliminate the amount which has to be levied through the 
levy machinery. SIB understands that SFA, IMRO and PIA either already have or intend to create 
such a power. 

43. SIB believes that if the changes outlined in paragraphs 34 to 42 were made, SROs should have the 
power to borrow (and/or insure) on the strength of their respective rights and liabilities. The 
availability of such facilities is, of course, a separate issue and one which SROs would need to 
explore. 
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Levy allocation basis 

44. SIB has also considered whether further changes to the levy allocation rules are desirable in order 
to increase SROs' freedom to adjust the basis on which ICS liabilities are allocated as between 
different sections of their membership. At present, these are contained in the ICS Rules and SROs 
have only a very limited discretion to adjust firms' levy obligations 'where necessary to ensure 
reasonable treatment for any category of participant firms' or 'to secure cost-effective operation of 
the levy system'. 

45. It should be noted, however, that if SROs were to operate on the advance crediting basis described 
in paragraph 42 above, a levy would not be necessary and the levy rules would, therefore, not 
apply. Nor would the levy allocation rules apply where ICS makes a levy on the SRO (see 
paragraph 37). The SROs would have complete flexibility in how they recovered from their 
members the cost of providing the advance credit or in how they chose to meet the levy liability. 
SIB therefore does not consider that there is any further or specific need for rules changes in this 
area. However, in cases where ICS exercises its power to make a levy on the members themselves, 
the levy allocation basis would be that contained in the rules and it may be that some SROs will 
want to re-think the basis on which such levies are allocated between their members. SIB will 
consult on any such changes which SROs may wish to make, as necessary in due course. 

46. A minor updating amendment does, however, need to be made to the current FIMBRA levy 
allocation basis which will apply in respect of the current Scheme year (1993-4). This is outlined in 
paragraphs 69 to 70 below. Some of the transitional arrangements to be discussed below also 
involve giving SROs more freedom to arrive at a fair distribution of levy. 

Timing of implementation of proposed changes 

47. SIB indicated in the Discussion Paper that it intended to implement the proposed changes from 1 
April 1994, (ie the start of the Scheme year) and that, if PI A was not in existence by that date, 
transitional arrangements would be made for the retail regulators. These arrangements are 
inevitably somewhat complex, since they have a dual purpose. They have to cater for the 
implementation of these changes in a way which is consistent with the potential changes in the 
regulatory framework for the retail sector during the course of the 1994/95 Scheme year. They also 
have to provide for a smooth transition between the existing regulatory framework and the 
prospective one, such that there are no gaps in terms of investor protection. The following 
paragraphs deal with each of these two areas. 

Transitional arrangements 

48. In formulating proposals for managing the transition to PIA, SIB has borne in mind the following 
general principles: 

• The new general policy of large 'stand alone' funds should be attained as soon as possible - 
and at or by reference to the start of a Scheme year; 

• Wherever this objective is unattainable, the elements to be delayed should be those - and only 
those - which are directly affected by the cause of the delay; 

• If and when PIA appears, it should be possible to go over immediately to the new general 
policy of 'stand alone' funds; 

• The constituency which is responsible (at the time of the default) should pay for the default 
wherever possible; 

• The investor should not be expected to lose as a result of, or to finance, the structural change 
(ie there should be no 'black holes' in the compensation cover available); 
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• The transitional arrangements should not increase the exposure of the industry or any part of 
it beyond what is envisaged in the new general policy of large "stand alone' funds; and 

• The transition must be workable for firms, for investors, for ICS and for the SROs. 
Cross-contribution 

49. SIB therefore proposes that cross-contribution will end, as far as the memberships of SFA and 
IMRO are concerned, in respect of any default declared on or after 1 April 1994, as originally 
proposed. Each SRO will have a cap of £100m with no right to receive - and no obligation to pay - 
cross-contribution for defaults on or after that date. There may still be calls for cross-contribution in 
relation to defaults declared in earlier years, and in particular 1991-92 which is the only year so far 
to have required the use of the cross-contribution mechanism. 

50. Cross-contribution will, however, continue as far as FIMBRA, LAUTRO, and SIBRO firms are 
concerned until either PIA is recognised or 1 October, whichever is the sooner. During this period, 
FIMBRA, LAUTRO and SIB-regulated firms will continue with their current thresholds (of £19m, 
£27m and £5m respectively) and will retain the right to receive - and the duty to provide - cross- 
contribution in the event of any of those thresholds' being breached (giving a total threshold of £51 
million throughout this period). 

51. As under the present arrangements, any cross-contribution required would be allocated in 
proportion to the size of the caps of the bodies providing the cross-contribution. For example, if 
defaults in that period were to arise only in the FIMBRA constituency and were to total £35m, the 
bill would be met as follows: 

£19m (FIMBRA) 

£16m (cross-contribution) - of which: 

LAUTRO — 27/32 — £13.5m 

'SIBRO' — 5/32 — 2.5m 

£16.0m 

£35m 

52. In the event of PIA being recognised in the first half of the Scheme year, SIB proposes that PIA 
would have a cap of £100m with no cross-contribution rights or obligations, in the same way as 
SFA and IMRO. PIA would, however, be entitled to set against that £10Qm cap (in 1994-5) any 
liabilities incurred during the first part of the year, in respect of FIMBRA, LAUTRO or SIBRO 
defaults, (but see paragraph 53 below) up to the maximum of £51m (ie the combined thresholds of 
FIMBRA, LAUTRO and SIBRO referred to above). In other words, if PIA was recognised, the 
individual caps would effectively be folded into the PIA cap of £100m and would then cease to 
exist. 

53. SIB recognises, however, that there are some SIB-regulated firms which may move to SFA or IMRO 
rather than PIA and if one of these were to default in the period before PIA came into being it 
would be necessary to review the fairness of charging such a default to the PIA. In the unlikely 
event of the total £51m cap in respect of the retail sector firms appearing likely to be breached prior 
to PIA's recognition, SIB would, however, need to review the position and the £51 m threshold 
must, therefore, be regarded, in some respects, as a 'soft' cap. 

SIBRO firms 

54. In line with the proposal at paragraph 18 above, it is proposed that any firms which remain 
directly regulated on (or become directly regulated after) the date of recognition of PIA should be 
regarded, in respect of any default occurring on or after that date, as part of the contribution group 
of: 



13 



Printed image digitised by the University of Southampton Library Digitisation Unit 



either 



(a) the SRO to which it has applied for membership; 
or 

(b) if it has made no such application, the SRO to which its only or principal investment business 
pointed. 

55. PIA would be regarded as the relevant SRO unless the business which the firm conducted pointed 
instead to SFA or IMRO. This allocation would apply both for the purposes of default and for the 
purposes of liability to contribute to the defaults of others. As far as the latter is concerned, the 
intention is that where the levy is made by ICS on the SRO, those SIBRO firms which are allocated 
to that SRO contribution group will be assessed on the same basis as other contribution group 
members; and that where the levy is made by ICS on the members of a contribution group, levies 
would be allocated to SIBRO firms in accordance with the levy allocation basis for the relevant SRO 
contained in the ICS rules. However, the draft rules at Annex B take account of the fact that some 
modifications will be necessary in the case of the SFA levy basis, since this incorporates the concept 
of registered persons. They also provide a power to enable the relevant SRO to recover relevant 
sums from the SIBRO firm. Directly regulated service companies would be excluded from these 
arrangements on the recognition of PIA, but without prejudice to their obligation to contribute in 
respect of any relevant default declared before then. 

Conditionality of draft rules 

56. The draft rules attached at Annex B are expressed as conditional on PIA recognition in the first half 
of the Scheme year. In the event of PIA's not having been recognised by 1 October 1994, SIB would 
need to put alternative arrangements in place and would issue a further consultative paper before 
doing so. 

57. SIB envisages, however, that in that event, there would need to be a £lG0m cap for the retail 
constituency as it would then be (ie FIMBRA, LAUTRO and any firms which remained directly 
regulated). However, any decision as to whether that £100m should be regarded as a pool (ie with 
cross-contribution from £1 upwards) or as a two- tier fund, with cross-contribution being triggered 
at a particular point, would remain to be resolved. A decision would also have to be taken as to 
whether this would be for the transitional year only and whether something more durable would 
be needed for 1995-6 and the following years if PIA still remained unrecognised at that point. 

Old FIMBRA/Old LAUTRO Defaults 

58. The transitional arrangements also need to take account of the possibility that compensation 
liabilities in respect of the FIMBRA and LAUTRO constituencies (as distinct from PIA defaults) 
could continue to arise even after PIA is recognised. This would happen, for example, if a HMBRA 
or LAUTRO member (or an ex-member of those SROs) which had not joined the PIA constituency 
(or any other SRO) went into default. (The possibility of 'Old FIMBRA'/ 'Old LAUTRO' defaults is 
thus not confined to the 1994-5 Scheme year.) Insofar as such liabilities could materialise, it is 
essential that the responsibility for funding them should be clearly defined. 

59. Two of the main principles underlying the proposed transitional arrangements outlined above are 
of particular relevance here. There should be no gaps in the compensation cover available to 
investors and the constituency which is responsible at the time of the default should pay for the 
default wherever possible. 

60. There is no difficulty where a PIA member defaults. The cost of any such defaults would be the 
responsibility of the PIA contribution group, in accordance with the principle outlined above. 
There is, however, a potential difficulty where the firm which defaults belongs (or belonged) to a 
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contribution group which no longer exists. However, there are some useful analogies on which to 
draw. 

61. The merger of AFBD and TSA to form SFA provides a useful and relevant precedent although not 
an exact parallel. In that case, the transitional arrangements provided for any subsequent defaults 
in the old AFBD constituency to count towards the SFA's new cap and to reduce it accordingly. 

SFA became the body administering the scheme for the purpose. Another situation which is of 
relevance is that where a firm has left membership of an SRO and subsequently defaults without 
joining another SRO. In such cases, the cost is borne by the firm's most recent regulator. 

62. Against this background, SIB has concluded that it is appropriate to look to PI A to administer the 
levy in respect of, and pick up the cost of, any ICS liabilities arising from the defaults - post PIA 
recognition - of FIMBRA or LAUTRO members or ex-members who have not joined PIA or any 
other SRO. The cost of such defaults in the 'Old FIMBRA' and 'Old LAUTRO' constituencies would 
thus be folded into the PIA cap of £100m and limited by it. There would be arrangements to enable 
non-members who are liable under the rules to pay the levy to be required to pay the Old FIMBRA 
and Old LAUTRO levies as appropriate. Defaults involving firms which remain directly regulated 
by SIB or which were directly regulated by SIB and have not joined another SRO will be dealt with 
according to the arrangements outlined at paragraphs 54 and 55 above. If the rules are made as 
drafted, it may turn out to be administratively sensible for a levy to be made in the Old FIMBRA, 
Old LAUTRO and Old SIBRO constituencies immediately before the rules which are conditional 
on recognition of PIA come into effect. SIB and ICS are giving further thought to this issue. 

63. The attached draft rules therefore reflect the principle that the PIA should bear responsibility for 
compensation liabilities of this type. It may be, however, that PIA will wish to put in place 
arrangements in respect of the allocation of Old FIMBRA and Old LAUTRO compensation 
liabilities so that, wherever possible, liabilities of this kind are met by those PIA members who 
were in the same SRO as the defaulting firm at the time when the liabilities were incurred. 
However, this is essentially a matter for the PIA. 

Pension transfers 

64. There is one other issue which SIB believes should be taken into account in the context of the 
transitional proposals in this paper - pension transfers. 

65. Following the publication of the KPMG report and the establishment of the high level Regulators' 
Steering Group, industry attention has focused on the nature and potential scale of the redress 
which may need to be offered to investors who have suffered loss as a result of receiving 
unsuitable pensions advice. Work is still in progress to establish an overall assessment of the losses 
which might be involved and it would be neither appropriate nor sensible for SIB to comment 
substantively at this stage on the issues involved. 

66. Speculation about the likely outcome in terms of redress for investors, and its impact upon firms 
and the existing and future compensation scheme arrangements, is, however, likely to persist. SIB 
is concerned that such speculation may serve to undermine two other important objectives which it 
sees as vital for the development of the regulatory system: 

• the establishment of new arrangements for funding compensation liabilities; 

• the establishment of a new regulator for the retail investment sector, the PIA, with well 
founded and reliable arrangements for participating in the restructured compensation scheme, 

67. Accordingly, SIB has concluded that it would be useful if it were to set out the principles which SIB 
expects to be applied in resolving the problems about the funding of redress for investors arising 
out of liabilities in relation to unsuitable pension advice. This need for funding may arise both in 
the case of firms still in business but burdened with debt (where there may be a commercial 
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advantage in saving them) and cases of default for which ICS provides the ultimate safety net. The 
difficulty that has arisen, and which has been of concern in recent weeks, relates to the case of a 
firm with outstanding liabilities in respect of pension transfer business, where most if not all of its 
liabilities of all kinds were incurred prior to the recognition of PIA and the firm then either - 

a. applies to join PIA and is admitted, or 

b. leaves the industry, whether or not following a rejection of its application by PIA, and 
then goes into default. 

The ring-fence for pension transfers 

68. The principles which SIB expects to be applied in resolving this business, once the scale of the 
potential problem has been more closely identified, are as follows: 

a. The arrangements for non-pension transfer business are to be as for any other default. 

b. In the longer term, when the ongoing work on pension transfer business is further forward, it 
is envisaged that there will be a permanent agreement on funding liabilities arising from poor 
quality pensions advice. This agreement will emerge, under SIB's and the other relevant 
regulators' direction, as between those with commercial interests at stake in relation to pension 
transfer business. 

c. It is unlikely, however, that any such agreement can be put into place until later this summer 
or autumn. In the interim, therefore, there need to be arrangements to carry over until the 
agreement takes effect. 

d. The Investors Compensation Scheme provides those interim arrangements, and the rules as 
they presently stand, (or as they may hereafter be amended) would apply to any default 
declared this year or next year until the commencement of the envisaged agreement. The rules 
would be the same as for any other default declared in the relevant period. 

e. SIB envisages that any amount paid under the immediate arrangements in d. would fall to be 
. included in the eventual agreement that is expected to emerge at b. 

f. If SIB were satisfied that a general agreement had emerged of a satisfactory kind at b. under 
which arrangements had been made to ensure that investors would be looked after under that 
agreement at least as well as under the statutory arrangements, SIB would expect to disapply 
the ICS Scheme accordingly: this might be appropriate, for instance, in relation to defaults 
arising after the agreement had come into force, so far as those defaults related to pension 
transfer liabilities. 

FIMBRA levy allocation basis 

69. As noted above, there is one minor change which needs to be made to the current FIMBRA levy 
allocation basis in the ICS Rules since the existing arrangements for allocating the levy will apply 
in respect of the current Scheme year (1993-94). SIB is, therefore, proposing, at FIMBRA' s request, 
to make a minor updating amendment to the formula in the ICS rules which determines the way in 
which the levy is allocated between FIMBRA members. 

70. The FIMBRA formula takes account of the number of firms in each category of membership and 
the number of Registered Individuals (RIs) which are relevant for the calculation of membership 
fees. The purpose of the proposed amendment is to reflect the fact that the distribution of RIs 
between the categories has changed slightly over the last year. It is therefore proposed that the 30% 
of the levy allocated to firms should be apportioned as follows: 
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Proposed Percentages Current Percentages 



Category 


3 


— 


73.5% 


(70%) 


Category 


2 


— 


24.0% 


(27.5%) 


Category 


1 


— 


2.5% 


(2.5%) 



The proposed amendment to the rules is at Annex B. 

Conclusion 



Attached at Annex B is a draft instrument containing the amendments which ICS proposes to make 
to the ICS rules. These broadly fall into two categories - those which will come into force whether 
PIA is recognised or not; and those which will take effect only if and when PIA is recognised. 

These are summarised below. 



Proposed changes which are NOT conditional on recognition of PIA; 



(i) the ending of cross-contribution (both rights and obligations) for future defaults for both SFA 
and IMRO members; 

(ii) SFA and IMRO 'caps' to be increased to £100m; 

(iii) the retaining of cross-contribution for LAUTRO, FIMBRA and SIB; 

(iv) revision of the method of allocating management costs; 

(v) levy basis to be changed for FIMBRA members; 

(vi) changes to ICS levy arrangements; 

Proposed changes conditional on the recognition of PIA: 



(vii) PIA cap to be set at £100m adjusted downwards for LAUTRO, FIMBRA and (most) SIB 
defaults pre-recognition; 

(viii) revocation of (iii) above (caps and cross-contribution) after PIA's recognition; 

(ix) PIA contribution group to be responsible for defaults of those LAUTRO, FIMBRA and (most) 
SIB firms not in PIA or regulated by another SRO; 

(x) new levy basis for PIA members, in case a levy is needed, as opposed to PIA's decision- 
making; 

(xi) service companies to be removed from the Scheme. 

72. SIB and the other relevant regulators will also assist those with commercial interests at stake in 
relation to pension transfer business to arrive at an agreement for funding pension transfer 
liabilities (see paragraph 68). 

73. SIB proposes, subject to comments received during the consultative process, to make the attached 
draft instrument amending the ICS rules with effect from 1 April 1994. The time at which the 
individual provisions will come into effect will, however, vary as indicated above. SIB intends to 
consolidate the regulations later in the year once the position about the PIA has become clear. 



17 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Annex A 

Main features of the current 
Investors Compensation Scheme 



• A single scheme across all SROs (and SIB constituency) administered by ICS. 

® Rules defining eligibility for compensation drawn up by SIB and administered by ICS (a 
separate company). 

• Upper limit of £48,000 on each individual claim (100% of first £30,000 and 90% of the next 
£20,000 of eligible claim). 

• Upper limit of £100 million on total payments by the scheme in any one year. 

• Fixed limits on contributions from SROs in any one year calculated on the basis of an estimate 
of gross revenue (adjusted for non-compensa table business) for each SRO in 1988/89. 

• Cross contribution triggered once any of these thresholds is reached - other SROs which have 
not yet reached their own upper limits then contribute to the costs of the SRO whose limit has 
been breached. 

• Cross contribution limits: 





£m 


Fimbra 


19 


Imro 


18 


Lautro 


27 


SFA 


51 


SIB 


5 



120 



* Management costs allocated pro rata to these limits: 



Fimbra 16% 

Imro 15% 

Lautro 23% 

SFA 42% 

SIB 4% 



100 % 
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Annex B 



Parti 

1 . 

2 . 

Part II 

3. 

4. 

5. 



The Financial Services (Compensation of Investors) 
(Amendment No. 2) Rules 1994 (in draft) 



The Securities and Investments Board (the Board), in exercise of the power conferred by section 54 
of the Financial Services Act 1986 and now exercisable by the Board, hereby makes the following 
regulations: 

Introduction 

Citation and Commencement 

These Rules, the Financial Services (Compensation of Investors )( Amendment No.2) Rules 1994 are 
made on ® April 1994 and shall come into operation on® April 1994, save for the rules in Part IV, 
the coming into operation of which is dealt with in rule 21. 

Amendment of the 1990 rales 

The Financial Services (Compensation of Investors) Rules 1990 (the '1990 rules') are hereby 
amended in the following manner. 

Amendments to Annex 2 of the 1990 rales 

In paragraph 1, for 'participant firms are levied to raise the assessed amounts' substitute 'where 
the accounts are in deficit, a levy is made on the regulators of the contribution groups to remove 
the deficit: if necessary, the firms which are regulated by the regulators may be called on to pay 
any amount outstanding'. 

After paragraph 1, insert: 

'1A. SROs as scheme administrators 

In the case of an SRO contribution group, the SRO in question is constituted as the body 
administering the financing of compensation paid by the Management Company pursuant to 
the Scheme in relation to its members; but this is subject to paragraph 9(8).' 

After paragraph 2(3B) insert as paragraph 2(3C): 

'Notwithstanding paragraphs 2(3) and (3 A), in the case of the financial year 1994-95 and 
subsequent financial years, the maximum amount of the compensation costs of the year which is to 
be allocated to a contribution group is set by the following contribution limits: 





£m 


FIMBRA 


19 


IMRO 


100 


LAUTRO 


27 


SFA 


100 


SIB 


5' 



After paragraph 2(5), insert as paragraph 2(5 A): 

'Notwithstanding paragraphs 2(4) and (5), no process of cross-contribution will apply to the IMRO 
and SFA contribution groups in respect of the compensation costs of the financial year 1994-95 and 
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subsequent financial years; and no member of those contribution groups shall have any rights or 
obligations arising out of the operation of that process in respect of such costs/ 

7. In paragraph 2(6), after 'allocated' insert 'in respect of a contribution group'. 

8. After paragraph 3(3B), insert as paragraph 3(3C): 

'Notwithstanding sub-paragraphs (3), (3A) and (3B), in the case of the financial year 1994-95 and 
subsequent financial years other management costs of a financial year are to be allocated among 
the contribution groups as follows: 

a. the first £300,000 of such costs (the Ixase costs') are to be allocated on an equal basis; and 

b. other management costs in excess of the base costs are to be allocated to each contribution 

group on the following basis: 

i. the number of defaults declared by the Management Company in that year and the two 
previous financial years in respect of which the Management Company had allocated the 
compensation costs to that contribution group shall be calculated and expressed as a 
percentage of the total number of defaults declared in that period; 

ii. the number of claims received by the Management Company in respect of the defaults 
falling within i. above during that period shall be calculated and expressed as a 
percentage of the total number of claims received in that period; 

iii. the average of i. and ii. shall be the proportion of the total costs falling within this sub- 
paragraph b. which are to be allocated to that contribution group/ 

9. In paragraph 6(2), for 'members of a contribution group' substitute 'the regulator of a contribution 
group or on the members of that group '. 

10. In paragraph 8(2), after 'Scheme' insert 'by the group's regulator or'. 

1 1 . After paragraph 8, insert: 

'8A. Payments to levy account 

Nothing in this Annex shall prevent a payment being made at any time for the credit of the 

levy account of a contribution group by that group's regulator, or by or on behalf of members 

of that group/ 

12. For paragraph 9, substitute: 

'9. Levy by Management Company 

(1) Where, one month after the determination, there is an outstanding balance of the assessed 
amount for a particular contribution group, the Management Company may make a levy 
on that group's regulator in accordance with this paragraph. 

(2) A levy must be made where the balance outstanding exceeds £500,000; but the 
Management Company may nonetheless, if it believes there is good reason to do so, 
determine that, pending a further determination, the regulator need not be levied or need 
be levied only for a lesser amount. 

(3) In the event that all or any part of the balance remains outstanding one month after the 
levy is made, the Management Company may make a levy on the members of the 
contribution group for the amount outstanding. 
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(4) The total levy made under sub-paragraph (3) is to be not less than the amount 
outstanding, increased by an amount determined by the Management Company as that 
necessary to ensure full recovery. 

(5) Where the Management Company makes a levy in accordance with sub-paragraph (1) 
above, the means by which the levied amount is discharged is at the discretion of the 
regulator. 

(6) Where the Management Company makes a levy in accordance with sub-paragraph (3) 
above, the amount of the contribution to be levied from any member of the contribution 
group is to be determined by the levy authority in accordance with the levy basis 
specified in relation to that group in the Table at the end of this Annex, using estimates 
instead of actual figures where necessary. 

(7) The regulator of the contribution group is constituted as the body administering the levy 
procedure under sub-paragraph (3) in relation to its members; and any contributions 
received by the regulator are to be paid promptly to the Management Company for the 
purposes of the Scheme. 

(8) Notwithstanding the previous sub-paragraph, the Management Company may act as levy 
authority for any contribution group, or for any member of such a group, if it determines 
that there are circumstances which require it to do so/ 

13. After paragraph 10(3), insert as paragraph 10(4): 

"This paragraph applies only where the Management Company has made a levy on the members 
of a contribution group in accordance with paragraph 9(3) above/ 

14. After paragraph 1 1 (2), insert as paragraph 1 1 (3): 

"Where this paragraph applies, the procedure in paragraph 9 operates in respect of any 
contribution group as if the interim levy was a levy made in accordance with paragraph 9(1) or 9(3) 
(as the case may be)/ 

15. For paragraph 12 substitute: 

"12. Method and nature of levies 

(1) Where the Management Company makes a levy on a regulator of a contribution group 
under paragraph 9(1) above, the levy is to be made by notice in writing to that regulator, 
stating the amount of the contribution and the date or dates by which payment is due. 

(2) Where the Management Company makes a levy on members of a contribution group 
under paragraph 9(3) above, the levy is to be made by the levy authority by notice in 
writing to the firm, stating the amount of the contribution and the date or dates by which 
payment is due. 

(3) Contributions levied under the Scheme are liabilities owed to the Scheme, and payment 
may be enforced by action at law by the Management Company or, if different, by the 
levy authority/ 

Part III Other amendments 

16. In rule 2.07.2: 

a. after "them" insert "in respect of any contribution group"; and 
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b. after 'of the year' insert 'in respect of that group'. 

17. After rule 2.07.2, insert as rule 2.07.3: 

'For the purposes of paragraph 2, the contribution groups other than the SFA and IMRO 
contribution groups shall be regarded as a single contribution group, in relation to which the 
overall limit is £51 million/ 

18. In the Table to Annex 2, paragraph 1, after 'each participant firm' insert 'where the Management 
Company makes a levy in accordance with paragraph 9(3) of Annex 2'. 

19. In the Table to Annex 2, paragraph 2(1): 

a. in the second line of the formula, for '2.75' substitute '2.4'; and 

b. in the third line of the formula, for '7' substitute '7.35'. 

20. In the Glossary, in the definition of 'levy authority', after 'the levy procedure' insert 'under 
paragraph 9(7) of Annex 2'. 

Part IV Amendments conditional upon the recognition of PIA 

21. The rules in this Part shall come into force on the first day of the month following the date on 
which the organisation known as the Personal Investment Authority (TIA') is recognised by the 
Board as a self-regulating organisation; but if PIA is not so recognised before 1 October 1994, the 
rules in this Part will have no effect. 

22. Rule 2.07.3 (as inserted by rule 17 above) is hereby revoked. 

23. In Annex 2, after paragraph 1 A (as inserted by rule 4 above) insert: 

'IB. PIA as scheme administrator in respect of OLD FIMBRA and OLD LAUTRO costs 

PIA is constituted the body administering the financing of compensation paid by the 
Management Company which gives rise to OLD FIMBRA and OLD LAUTRO compensation 
and management costs in respect of defaults declared on or after the date of recognition of 
PIA; and those members or former members of the FIMBRA and LAUTRO contribution 
groups which had not, at the time that such costs arose, become members of any other 
contribution group shall be liable for those costs in the same way as any member of the PIA 
contribution group, save that 

a. such members or former members of the FIMBRA contribution group shall be liable only 
for OLD FIMBRA compensation and management costs; 

b. such members or former members of the LAUTRO contribution group shall be liable only 
for OLD LAUTRO compensation and management costs; and 

c. PIA may assess the amount which such members or former members of the FIMBRA and 
LAUTRO contribution groups are liable to pay towards those costs on any reasonable 
basis. 

1C* Position of directly regulated firms following the recognition of PIA 

(1) Any participant firm which remains, or becomes, directly regulated on or after the date on 
which F IA is recognised shall be regarded, for the purpose of allocating compensation costs 
and management costs in respect of defaults declared on or after that date, as a member of the 
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contribution group of the SRO to which it has applied for membership or, in the absence of 
such application, of the PIA contribution group, unless the Management Company decides 
that another SRO would be the firm's regulator (or, where the firm carries on more than one 
type of investment business, would be the regulator of the firm's main business) were the firm 
regulated by an SRO, in which case the firm shall be regarded as a member of that SRO's 
contribution group. 

(2) Where sub-paragraph (1) applies, and the Management Company decides that the directly 
regulated firm is to be regarded as a member of the SFA contribution group, in the event that a 
levy is made on that group in accordance with paragraph 9(3) below, paragraph 5 of the Table 
to this Annex shall be applied to that firm as if every reference to a registered person was a 
reference to a person who is carrying on investment business. 

(3) Where sub-paragraph (1) applies, and 

a. the Management Company makes a levy in accordance with paragraph 9(1) on the 
regulator of the contribution group of which the directly regulated firm is regarded as a 
member, or 

b. the regulator of that contribution group has made a payment for the credit of the group's 
levy account, and wishes to recover all or part of that payment from the members of the 
group, 

the Board shall provide all reasonable assistance to the regulator in ensuring that the directly 
regulated firm pays the appropriate amount to the regulator (including, where necessary, the 
taking of action against the firm for recovery of that amount). 

ID. Position of formerly directly regulated firm following the recognition of PIA 

(1) This paragraph applies to a firm which was directly regulated at any time after 1 April 1994, 
ceased to be an authorised person before the date of recognition of PIA, and did not 
subsequently become a member of another contribution group. 

(2) Where the Management Company declares a default in respect of that firm after that date, the 
compensation costs and management costs arising in respect of that firm shall be allocated to 
the PIA contribution group, unless the Management Company decides that they should more 
appropriately be allocated to another contribution group, subject in either case to the 
contribution limits contained in paragraph 2(3C) below. 

(3) Where there is a default in respect of any firm in any contribution group to which a firm to 
which this paragraph applies would have been allocated on its own default under sub- 
paragraph (2) above, the regulator of that group may include that firm in the contribution 
group as if paragraph 1C were applicable to it.' 

24. In that Annex, for paragraph 2(30 (as inserted by rule 5 above) substitute: 

'Notwithstanding paragraphs 2(3) and (3A), in the case of the financial year 1994-95 and 

subsequent financial years, the maximum amount of the compensation costs of the year which is to 

be allocated to a contribution group is set by the following contribution limits: 





£m 


IMRO 


100 


SFA 


100 


PIA 


100 
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In that Annex, after paragraph 2{3C) insert as paragraph 2(3D): 

For the financial year 1994-95, the PI A contribution limit will be reduced by any amount allocated 
to the FIMBRA , LAUTRO and SIB contribution groups in respect of compensation costs for that 
year relating to the defaults declared in the period before the date of recognition of PIA ' 

In that Annex, after paragraph 2(5 A) insert as paragraph 2(5B): 

'Notwithstanding paragraph 2(4), no process of cross-contribution shall apply in relation to 

lr ‘ l by the Management Company on or after the date of recognition of PIA; and in 
relation to defaults earlier than that date, any process of cross-contribution is discontinued save for 
such amount, if any, as has been made the subject of a levy or an interim levy before that date.' 

In that Annex, insert as paragraph 2(6A): 

Tor the financial year 1994-95, and subsequent financial years, OLD FIMBRA and OLD LAUTRO 
compensation costs arising on or after the date of recognition of PIA shall be allocated to the PIA 
cmrtribution group, subject to the contribution limit for that group contained in paragraph 2(3C) 



In that Annex, after paragraph 3(3C) insert as paragraph 3(3D): 

Tor the purposes of paragraph 3(3C), following the recognition of PIA any management costs in 
respect of the financial year 1994-95 which would otherwise have been allocated to the FIMBRA 

and LAUTRO contribution groups shall be allocated to the PIA contribution group; and for the 
purpose of paragraph 3(3C)(b) 

a. defaults declared in the period described in that paragraph in respect of which the 

Management Company had allocated the contribution costs to the FIMBRA , LAUTRO and 

SIB contribution groups shall be deemed to have been allocated to the PIA contribution eroup 
and ° 



29. 



b. 



claims received by the Management Company in respect of defaults falling within a. above 

S a he deemed to be claims in respect of defaults the compensation costs of which had been 
allocated to the PIA contribution group/ 



In the Table to Annex 2, renumber paragraph 7 as paragraph 8 and insert as paragraph 7: 
'PIA levy basis 



30. 



7(1) For each member of the PIA contribution group, the amount to be levied is the total levy to be 

borne by all such firms, multiplied by the 'relevant SRO factor' for the member and divided by 
that factor for all such members. 



U) The relevant SRO factor' for PIA is the periodical membership fee payable to PIA (annualised 
if necessary) as at the PIA levy basis adoption date. 

(3> PTt le T baSiS ad °P Hon date is a date to be inserted by subsequent instrument to be made 
by the Board in early 1995/ 



In the Glossary, after the definition of 'oil market investment business' insert: 

' 'OLD FIMBRA compensation and management costs' means compensation costs and 
management costs relating to payment of compensation on defaults by members or former 
members of the FIMBRA contribution group which had not, at the date of declaration of default 
become members of any other contribution group; 
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OLD LAUTRO compensation and management costs' 1 means compensation costs and 
management costs relating to payment of compensation on defaults by members or former 
members of the LAUTRO contribution group which had not, at the date of declaration of default, 
become members of any other contribution group;' 

31. In the Glossary, add to the definition of 'participant firm': 

,but, from the date that PI A is recognised, 'participant firm' does not include an authorised person 
who is a directly regulated service company'. 

32. In the Glossary, after the definition of 'scheme business', insert: 

' 'service company' means a firm to which rule 1.15 of the Financial Services (Conduct of Business) 
Rules 1990 applies;' 
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